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Vallario: Inventory Control System with Profitable By-Products

Pioneering in computerized inventory control has
paid off for Bergen Drug Company in more ways than
one. Along with better service, faster turnover, and
reduced costs, new “products” have resulted from—

AN INVENTORY CONTROL SYSTEM
WITH PROFITABLE BY-PRODUCTS
by Anthony A. Vallario

Bergen Drug Company, Inc.

changing market place has created.
industries have
Imaginative planning and creative
gone a long way in recent
years to prove both the essential marketing and operating tech
niques have helped solve the prob
ness of their function and their
lems of both the retailer and the
understanding of their responsi
manufacturer. At the same time
bilities. Expanded product li nes, a
they have provided a solution to
result of technological research
the
wholesalers’ problem of main
and consumer demand, have placed
taining
large enough inventories to
a heavy inventory burden on the
provide
prompt delivery of re
retailer and complicated the logis
quired
items
to retailers without
tic problems of the manufacturer.
incurring
excessive
overhead costs
Fortunately, those responsible for
for
themselves.
distributing goods from the manu
In the wholesale drug industry,
facturer to the retailer have recog
for
example, it is necessary to keep
nized the challenges that the
he distribution
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on hand for same-day delivery up
wards of 20,000 different items.
Many of these items are of a life
saving nature. Out of stock or de
layed delivery is not an acceptable
alternative to the delivery in a mat
ter of hours of the exact product
prescribed by the physician.
Providing this kind of service re
quires the drug wholesaler to
maintain sophisticated inventory
controls not even dreamed of a
few years ago. At Bergen Drug
Company we have relied heavily
on the computer to assure inven31
1
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needed to stay “in stock” on so
many items.
As a way to relieve this inven
tory squeeze and to match the buy
ing power and other advantages of
the big drug chains and discount
ers, a group of Bergen County
pharmacists united in 1947 under
the leadership of the late Emil P.
Martini, Sr., to form their own
wholesaling organization, Bergen
Drug Company, Inc. It has grown
into a full-line, full-service whole
saler engaged in the distribution of
ethical drugs and chemicals (55
per cent); proprietary medicines
(18 per cent); and cosmetics, toil
etries, personal health products,
and products for better living (27
per cent). In addition to supplying
an increasing number of data proc
essing services we maintain a store
modernization program and offer
almost every type of counseling
IBM 24 card punches (above) record purchases and payments made by custom
service to our customers. Our sup
ers of retail pharmacies that subscribe to Bergen Drug's TIPTOP service.
pliers, which include every major
drug manufacturer, number ap
proximately 1,000.
introduced and show great prom
Bergen Drug has two New Jer
tory availability, increased turn
sey divisions, one in Hackensack
ise.
over, improved inventory control,
Providing customer services has
and one in South Brunswick, which
and prompt invoicing.
service more than 1,000 pharmacies
always been vital to the activities
These adjustments in our pur
Bergen Drug Company. This is
in New York State and New Jer
chasing and operating activities re
sey. Another division in Bridge
perhaps attributable to the fact
quired by the present-day market

port, Connecticut, covers major
that the company was formed by a
have brought with them an unex
markets in Fairfield, Litchfield, and
group of independent pharmacists
pected but welcome by-product
New Haven counties. We also op
who were dissatisfied with the
that has enabled us to inaugurate
erate special warehouse facilities
service they were receiving from
some new and profitable computerin Staten Island and New Haven
their wholesalers.
oriented customer services. The
Conditions in the consumer mar
in order to make pharmaceutical
first of these, TIPTOP, is an ac
products available on a daily basis
ket after World War II brought
counts receivable program for the
in these localities.
their dissatisfaction to the point of
retail pharmacy incorporating a
action. Something had to be done
method of reporting to the con
to help the independent pharma
sumer his tax-deductible purchases.
Pioneer
cist provide better service for the
Two other computer services in
As far as we can ascertain,
exploding population in Bergen
related fields have recently been
Bergen Drug was the first whole
County, at that time the fastestsaler in the drug line to have
growing area in New Jersey. As
computerized inventory control.
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doctors prescribed an ever widen
is director of data proc
Originally we used electric ac
ing variety of antibiotics and other
essing at Bergen Drug
counting
machines—tabulator, key
intensely
promoted
ethical
drugs
Company, Inc., in Hack
punch, sorter, reproducer, and in
ensack, New Jersey. In
and chemicals, pharmacists were
this position he admin
terpreter. We installed our first
expected to supply any and all
isters the system de
computer, an IBM 305 RAMAC,
them
within
a
day
and
preferably
scribed in this article.
1959. Shortly after, in 1960, we es
within hours. The cost of maintain
Mr.
Vallario attended
the Academy of Aero
tablished our South Brunswick di
ing such large inventories threat
nautics, LaGuardia Field, New York. He is a
vision. Data processing operations
ened to strangle the pharmacist
member of the Systems and Procedures Asso
were centralized in Hackensack,
financially. Furthermore, he had
ciation.
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1013 Teleprocessing unit to keep
and the 305 monitored about
20,000
inventory
and Profitable
data com
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track
inventory, add or deduct
munication system. From the be
items of inventory for each divi
items from inventory records as
ginning our use of data processing
sion. As the volume at both loca
they were purchased or sold, and
tions increased, the 305 became
equipment, from the original EAM
indicate when stocks exceeded
“too small”; in 1962 we replaced it
installation to the computer, had
fell below a certain level. The sys
with an IBM 1401-1405 RAMAC
given us better control of our in
tem also recorded seasonal varia
installation.
ventories than we could have ob
tions in demand for particular
tained through manual counts and
The problem, however, was more
products, forecast required inven
clerical routines. We were turning
than one of capacity. One of the
tory levels, and adjusted orders ac
our inventories over about seven
limitations of the original sys
cordingly. It automatically tabu
times a year whereas the median
tem was the difficulty we had in
lated sales to customers; priced,
turnover in our line is usually
communicating between divisions.
totaled, and printed customer in
about six. We also had records
Each day we had to truck an
voices; and recorded the inven
from previous years that were eas
average of 10,000 punched cards
tories in individual divisions. This
from South Brunswick to Hacken
ily available for analysis. These
permitted
to plan for our in
were among the reasons IBM in
sack.
ventory requirements accurately
vited us in 1961 to become part of
On the recommendation of a
and meaningfully and gave us
a pilot project called IMPACT
local telephone communications
prompt and accurate answers to
(Inventory Management Program
specialist, we installed Bell System
three vital questions: When should
and Control Techniques). We
202A Data-Phone sets both at head
we buy? How much should we
were one of five wholesalers, and
quarters in Hackensack and at
buy? How is the system function
the only drug wholesaler, invited
South Brunswick. This made it
ing?
to participate in this pioneering
possible for IBM data transceivers
Cooperating with IBM to plan
system developed for wholesalers
to send machine data over the
the
system, our head buyer, Arthur
by
IBM
and
the
Arthur
D.
Little
regular voice-grade Wide Area
McAnneny,
worked with an IBM
Company.
Telephone Service (WATS) lines.
representative
for a whole year on
Our
I
M
PACT
system
combined
We found we could use for data
a
study
of
stock
movements for the
a
1401-1405
computer
with
a
1009transmission during idle hours the
same WATS lines we used for
taking customers’ orders. There was
The author (standing at rear) supervises operation of TIPTOP, an accounts re
no additional cost because the lines
ceivable control program to which more than 1,000 pharmacies now subscribe.
were leased on a flat monthly basis.
This improvement made possible
a rapid exchange of information
between Hackensack and South
Brunswick. We could maintain upto-the-minute information at Hack
ensack on stock levels in South
Brunswick and avert “stock-outs”
by shipping merchandise between
warehouses.
The advent of IMPACT

We were still a long way,
though, from meeting the chal
lenge of our continuing growth. We
wanted to include on the com
puter in Hackensack inventory con
trols for still another new division
in Bridgeport. It was evident, also,
that our sales forecasting and in
ventory planning techniques were
not sufficiently refined. We still
had to keep what seemed to be
excessive inventories for filling
day-to-day orders in all divisions.
Our ultimate refinement in data
processing was IMPACT, a new,
more sophisticated computer-based
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Telephone sales personnel re
ceive orders both from salesmen
and directly from customers. These
orders are forwarded to the stock
room for order processing. For an

item on order, a related prepunched
card (from a card holder placed
beside the merchandise) is pulled
and placed in a container in the
order basket at the same time the
item is selected. We use a bindenominated system for handling
the orders.
Once these cards are pulled,
they are assembled with a “head
er” card (selected when the order
is received), which contains the
customer’s name, address, and
other control data. The cards are
fed into the computer, which auto
matically prepares and delivers an
invoice with the order, which by
that time has been packaged.
Invoices in the Bridgeport divi
because they must be ready
for same-day delivery with the
order, are prepared without the
main computer on an IBM 403
tabulator in Bridgeport. At the
South Brunswick division, however,
customer service is arranged in
such a way that the invoice is pre
pared on a 1401 card system. Both
divisions now transport their cards
to Hackensack for inventory up
dating and report preparation.
As information is received
Hackensack, inventory records are
brought up to date automatically
A prepunched data card (above), placed in a holder beside its merchandise in
by the computer. The present con
the stock room, is pulled when an order is picked. Together with a header
trol system is composed
three
card containing customer information, it becomes order input to the computer.
distinct sets of computer programs
tied together in a comprehensive
previous two years on an item-byusing our WATS lines. Day-by-day
unit. The three programs are fore
item basis. Since we had been us
data on stock movement could
casting, reviewing, and purchasing.
ing less sophisticated data proc
then be fed into the central com
Forecast reports are produced
essing equipment for years, we had
puter for automatic processing.
every
ten working days. The fore
an accumulation of recorded ex
This link in computer communica
casting
program establishes reorder
perience. This study provided the
tion was established in
latest
points
for
the coming ten-day pe
basic data needed so that the new
form in South Brunswick in June
riod.
These
reorder points are auto
program could come up with ac
of 1963 and in Bridgeport in Sep
matically
reviewed
by the com
curate sales forecasts. The data
tember of 1963. It completed our
puter
as
each
forecast
is produced;
also gave us a sound basis for a
present information and control
when
necessary
it
recomputes
them
program to maintain a perpetual
system.
on
the
basis
of
any
new
consump
balance
inventories.
tion patterns uncovered by the re
While this advance work was
How IMPACT works
view. The reviewing subsystem
going on, we formed plans to tie
then automatically causes the ac
the three warehouses to the com
Here’s how the data processing
tual purchase order to be written
puter by teleprocessing equipment
system functions at computer head
34
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ucts.
proval.
subsystem of the purchasing
program balances all cost factors
Improved sales and profits
to come up with the most economi

The following table compares
cal order quantity for the specific
sales
and profit results since the
time and circumstances and com
system
was installed in 1962:
putes the reorder point on the
basis of available stock.
Results from IMPACT

When we began to install the
IMPACT system, we considered
ten inventory turns a year a reason
able and desirable goal. We had
been averaging about seven turns
a year, which is better than aver
age for our line of business. On the
items now controlled by the IM
PACT program we have managed
to reach twelve turns a year. This
level, because of billing terms in
our trade, is the most advantageous
we can achieve. Because of our in
creased depth of control we can
safely carry less merchandise on
our shelves in relation to sales
volume.
With inventory at lower levels in
relation to sales we feared we
might have more frequent stock
outs, but this has not been the
case. Before IMPACT we used to
provide about 97.5 per cent ser
vice. Within three months after the
new installation and procedures
went “on stream” the service level
actually improved to 98.5 per cent
and has remained in that vicinity
ever since.
This has been possible because
the IMPACT system continually
responds to changing conditions
all three of our markets and re
ports changes as they occur. Not
only is each item clearly charged,
but cost-to-purchase and cost-tomaintain figures are always cur
rent.
The new system changed the
roles of our six buyers. They used
to spend three-fourths of each
working day just reviewing items
of inventory for reorder. Now only
two buyers are needed to monitor
the system, on a part-time basis,
and the remainder of their time
and effort can be spent in investi
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August 31

Net Sales

1962
1963
1964
1965
1966

$19,038,401
19,770,329
21,167,441
23,006,293
24,076,516

Net Income
before Taxes

631,276
735,485
761,247
933,994
1,108,866*

*unaudited

Although IMPACT cannot be
given the whole credit for the fi
nancial and operating improve
ments during the past four years,
it has helped us to progress, par
ticularly in our major function:
service to independent pharma
cists. Complete orders promptly
delivered make for loyal customers;
IMPACT has made this high level
of service possible . . . and profit
able.

Complete orders
promptly delivered

make for loyal customers;

IMPACT
Extra services . . . and profits

has made this

With the unused capacity of the
1401-1405 we developed several
other services for our customers
that enabled them to solve some
their problems and that gave us
profitable computer by-products.
The first of these, mentioned ear
lier, was TIPTOP (Tax Informa
tion Plan and Total Owed Pur
chases). The plan is an accounts
receivable control program for
pharmacies with a built-in monthly
and annual tax information service
for the pharmacist’s customers.
Each month the pharmacies that
subscribe receive statements for
their customers of purchases and
payments made and balance owed
plus a separate summary of tax
deductible pharmaceuticals. This is
an attractive service that commu
nity pharmacists can offer free to
their customers. We even provide
advertising material to promote
TIPTOP; it helps pharmacists build
their sales through increasing the
volume of goods bought on credit.
It is known that the average cash

high level of service

possible . . .

and profitable.
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customer spends between $30 and
$40 a year with his pharmacist,
while the charge customer spends
about $120.
The subscriber to TIPTOP pays
us, his wholesaler and data proc
essor, a fee based on the number of
charge accounts he has.
market
research organization found that
our fee is quite a bit less than the
cost of the usual retail receivables
control system used by the average
pharmacy. In actual use TIPTOP
has attracted new customers and
more business to pharmacies and
has more than paid its way. It also
frees pharmacists from bookkeep
ing routines and allows them to
concentrate on more effective mer
chandising.
The TIPTOP program caught on
so quickly, even though we “softsold” it, that we have franchised
its use to nineteen other whole
salers. It now is in use in 42 states
serving more than 1,000 phar
macies and 650,000 charge cus

tomers. By next year the number
of stores is expected to reach 3,000
out of a total of 54,000 pharmacies
in the United States.
TIPTOP has been operating long
enough, now, for us to see its ef
fect on the financial operations of
subscriber pharmacies. Their sales
have increased anywhere from 12
to 60 per cent, and they have been
able to reduce the collection period
of their receivables by 5 to 15 per
cent.
As the system spreads we are
offering national advertisers the
opportunity to stuff the monthly
statements with special promotions
of products available from TIP
TOP subscribers.
CIA

Another recently developed plan
offers subscribers to TIPTOP an
accounts receivable financing ser
vice which we call CIA (Cash In
Advance). It enables pharmacists
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with money tied up in receivables
to get it in advance of normal col
lection procedures.
Billing service

PBS (Professional Billing Ser
vice), a new billing system for doc
tors and dentists, was created to
free them from some of the book
keeping and paperwork that Medi
care has recently multiplied.
Although these new computer
by-products have not yet con
tributed substantially to annual
sales, they have furnished more
than their share to profits. We have
set up a new, wholly owned sub
sidiary, B. D. Data Processing
Corp., to develop and market these
services. Since TIPTOP’s origina
tion in 1964 it has already required
a second 1401, and just recently we
had to put in a new generation
IBM 360 to make “room” for new
growth and profits from better cus
tomer services.
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